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A B S T R A C T 
The study examines the factors that affects the financial performance of 
International Joint Ventures in China, in areas including business strategy, market 
structure and other investment-oriented moderating factors. Financial performance of 
joint ventures in China are collected and through empirical analysis, findings on 
factors like joint venture contract duration, nature of business affecting IJV financial 
performance are discussed. The study finds that the type of Chinese partners is 
significant to the financial performance ofjoint venture. Besides, the type ofbusiness 
whether the business is capital-intensive or labour-intensity, high technology or low 
technology, duration or term of ventures, length of operation of ventures also affects 
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C H A P T E R I 
> INTRODUCTION 
Business people had been looking for opportunities to enter the prosperous and 
modern new China market since the Open Door Policy was announced in early 1979. 
Tremendous changes and great achievements in economic and social development have 
、 been found especially after the reform and open policy. China has the greatest population, 
saying 1.2 billion people, of any country in the world. China is a very big market for 
foreign investors and has the potential to be the world's largest consumer market. 
The fast growing economy in China has attracted an increasing and large amount 
of foreign direct investment (FDI) from countries all over the world. The total contracted 
» • 
FDI had grown from U.S. $3.71 billion in 1987 to $90.96 billion in 1995 (Source: The 
State Bureau and the State Planning Commission of P'eople's Republic of China). 
China's Special Economic Zones, Open Cities and encouragement of foreign ventures 
have also helped to support international investment and trade. These cities and areas 
have been set apart by the Chinese government to attract foreign investment by offering a 
favourable economic environment for development. The foreign investor can expect 
good infrastructures, favourable policies and a variety of special treatments. 
Entrepreneurism is flourishing since China has developed from a centrally planned 
economy to a more mixed economy. A growing middle class has earned a high rate of 
savings and more people are investing in the private sector and making the economy more 
prosperous. The dramatic growth rates of China over the past decades have been two to 
three times to those of the U.S. and Europe countries. From 1979 to 1995, China's Gross 
9 — 
Domestic Products had been growing at the annual rate of over 9%. In the past three 
years, as shown in Table 1，China's G D P maintained the double-digit growth around 12%, 
making China the fastest growing economy in the world (Source: The State Bureau and 
the State Planning Commission of People's Republic of China). The opportunity for 
extraordinary capital return from the awakening economy invites more foreign investors 
to invest in China. 
Table 1: China's Gross Domestic Product (1980-1995) 
^ Y e a r R M B 1 0 0 M i l l i o n Y u a n U S $ B i l l i o n 
""^1980 4 , 4 7 0 .0 53 .855 
, 1 9 8 5 8 , 5 2 7 . 4 1 0 2 . 7 3 9 
1 9 8 9 1 5 , 9 9 7 . 6 1 9 2 . 7 4 2 
1 9 9 0 1 7 , 6 8 1 . 3 2 1 3 . 0 2 8 
1 9 9 1 2 0 , 1 4 5 . 3 2 4 2 . 7 1 4 
1 9 9 2 2 3 , 9 3 8 . 4 2 8 8 . 4 1 4 
1 9 9 3 3 1 , 3 8 0 . 3 3 7 8 . 0 7 6 
1 9 9 4 4 3 , 8 0 0 . 0 5 2 7 . 7 1 1 
1 9 9 5 5 7 , 7 0 0 . 0 6 9 5 . 2 
(Source : Ms. Xue-chun Shan, Commercial Consul at the Consulate 
General of People's Republic of China in Los Angeles) 
China is very different country for western investors with respect to its political 
and cultural environment difference although the China's self-proclaimed system of 
"socialism with Chinese characteristics" has some features similar to the free market 
system in the West. Doing business in China is not a easy task for the foreign investors 
although there are many business and commercial opportunities in China. Understanding 
the political power dynamics in China is very crucial to business success in addition to 
other usual business aspects like the market's unique characteristics. Chinese 
government policies, the business environment, and laws and regulations changes from 
3 
time to time since the Open Door policy in 1979. The uncertainty on social, economic 
and political environment increases the risk in investment. Special attention needs to be 
paid to this fast changing political and business environment. High rate of inflation is 
also risky to long-term investment. However, the Chinese government has already taken 
several actions to control the inflation. Greater price volatility, less liquidity and smaller 
market capitalisation of security markets are found in the country. 
” China has experienced tremendous changes during the past eighteen years, 
especially during the Deng's period. More liberalised trade policy and generally 
decentralised economic planning have helped to attract foreign investments in China. 
Lnprovement in labour productivity and resource allocation efficiency can be seen. Since 
China had opened its door to foreign investment in 1979 through the promulgation of its 
joint venture law, till China's Foreign Trade Law was passed and became effective on 1 
,« 
July 1994，more than 200 thousand foreign invested enterprises are approved. 
Nonetheless, not all foreign ventures operating in China earn their anticipated profit and 
achieve their financial and operational objectives, a number of them still encounter 
difficulties in earning a profit. Research on China international joint ventures (IJVs) has 
been started since the last decade. However, it is still in its infant stage. Descriptions and 
prescriptions have been dominated. The financial characteristics of IJVs are important to 
help investors to select the right investment strategy to enter the market and build up a 
better financial and operational strategies. 
The study examines the factors affecting the financial performance of the joint 
ventures in China in areas including business strategy, market structure, diversification 
and other investment-oriented moderating factors. Financial performance of joint 
V 
4 
ventures in China are collected and through empirical analysis, the findings on these 
factors are examined and discussed. In the next chapter, we will have an overview on the 
international joint venture and different forms of foreign direct investments. Recent 
changes in the government policies on foreign joint venture and foreign trade is 
examined. L:i the literature review, we will study the factors that affect financial 
performance of internationaljoint venture and then the factors specific tojoint ventures in 




C H A P T E R II 
JOINT VENTURES: A N O V E R V I E W i 
Foreign investors can choose different forms of investment when they structure 
their entry in China. It depends on the investors' specific situation and business 
objectives. A dependable distributor in China can help to sell the foreign companies' 
good. A contract manufacturing arrangement is possible to minimise capital investment. 
A representative office can help to test the market and build up relationship between 
current and potential customers. Otherwise, the foreign investors can set up either wholly 
foreign owned enterprise, equity joint venture or contractual (or co-operative) joint 
venture. 
‘ » 
From the 1995 Statistics Yearbook say, international equity joint ventures (EJVs) 
and wholly foreign owned enterprises (WFOEs) are the two'major forms of foreign direct 
investment. As shown in Table 2, more than 20 thousand EJVs and 11 thousand W F O E s 
were established but only about 5 thousand contractual joint ventures (CJVs) were 
formed (Source: The State Bureau and the State Planning Commission of People's 
Republic of China). The major reason for foreign investors to choose to form EJVs 
instead of CJVs is that they prefer stability and certainty rather than flexibility in their 
investment since the CJV regulatory guidance was only available since August 1995. 
V 
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Table 2: Statement of China's Utilisation Amount of Foreign Capital, 1995 
j A p p r o v e d A g r e e m e n t | 
！ ( C o n t r a c t ) I 
i ^ , I 
i F o r m s ‘ N u m b e r 广 A m o u n t U t i l i s e d A m o u n t ( 
• • I i 
j (US$ 1 , 0 0 0 ) (US$ 1 , 0 0 0 ) 1 
:• : >? 
r D i r e c t F o r e i g n I n v e s t m e n t 3 7 , 0 1 1 9 1 , 2 8 1 , 5 3 0 | 3 7 , 5 2 0 , 530"1 I i i : •» ；: 
i E q u i t y J o i n t V e n t u r e s 2 0 , 4 5 5 3 9 , 7 4 1 , 4 2 0 j 1 9 , 0 7 7 , 9 0 0 1 
I j ? 
^ C o n t r a c t u a l J o i n t V e n t u r e s 4 , 7 8 7 1 7 , 8 2 5 , 0 7 0 | 1, 5 3 5 , 6 0 0 1 S f 
i W h o l l y F o r e i g n O w n e d 1 1 , 7 6 1 3 3 , 6 5 7 , 6 5 0 1 1 0 , 3 1 6 , 8 3 0 | 
3 E n t e r p r i s e s F o r e i g n C a p i t a l 1 | 
！ i i 
I J o i n t E x p l o r a t i o n 8 | 5 7 , 3 9 0 | 5 9 0 , 2 0 0 I 
L _ J 1 _ l 
(Source : Statistical Yearbook 1996/97, Almanac of China's Foreign Economic Relations and Trade) 
Among the foreign investors, the main trading partners come from Hong Kong 
(42.4%), Japan (10.6%), E C (9.1%)，Taiwan (6.6%) and U S A (6.5%) (Source : Statistical 
Yearbook 1996/97, Almanac of China's Foreign Economic Relations and Trade). From 
f * 
Table 3，we can find that the majority of the investment is put on industry (more than half 
f r 
amount of total direct foreign investment), and real estate and public services. Industry 
remains the major type of business that foreign investors choose to enter into the China 
market. The main reason is that the cheaper labour force can lower the production cost 
and the product can either be exported to other countries or be sold in the big China 
consumer market. The increasing demand for property and real estate attracts many 
foreign investors to put their money in these areas. 
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Table 3: Statement of Agreement (Contract) of China's Utilisation Amount of Foreign Capital, 
1995,by Trade 
f I Direct-Foreign I 
！ ‘ 1 i 
I I Investment ！ ^ i �� 5 I 
i T r a d e N u m b e r 1 A m o u n t | I i I 
I (US$ 1,000)羞 
i _ _ — ... . . ,. ..,.,.... — ............... . I 「 I I 1 
. „ _ _ _ 3 7 , 0 1 1 | 9 1 , 2 8 1 , 5 3 0 S 
i ！ ！ 
I A q r i c u l t u r e , F o r e s t r y , H u s b a n d r y & F i s h i n g 9 0 3 I 1 , 7 3 5 , 7 8 0 ! i I ！ 
| l n d u s t r y 2 7 , 6 8 7 | 6 1 , 6 4 7 , 6 3 0 j 
j R e c o n n a i s s a n c e S u r v e y Sc G e o l o g i c a l P r o s p e c t i n g 6 j 1 1 , 63 0 | 
I § I 
I A g r i c u l t u r a l I n d u s t r y 9 4 4 j 1 , 9 1 8 , 3 6 0 j 
I i ^ 
t T r a n s p o r t a t i o n , P o s t s & T e l e c o m m u n i c a t i o n 2 6 8 ! 1 , 6 9 6 , 9 8 0 ; I I 
i C o m m e r c e Sc c a t e r i n g j l , 8 5 1 j 3 , 4 2 6 , 6 5 0 
I I I 
！ R e a l E s t a t e & P u b l i c S e r v i c e s 3 , 2 7 9 1 7 , 8 3 5 , 4 2 0 j i 
j H y g i e n e , S p o r t & S o c i a l W e l f a r e S e r v i c e 1 7 4 8 3 7 , 4 1 0 
I E d u c a t i o n , A r t & V i d e o c a s t 1 6 2 3 4 4 , 9 6 0 
I S c i e n t i f i c R e s e a r c h & T e c h n i c a l S e r v i c e s 2 7 5 2 7 7 , 7 5 0 
« 
F i n a n c e & I n s u r a n c e 2 5 4 , 0 7 0 
^ O t h e r s 1 , 4 6 0 1 , 4 9 4 , 8 9 0 
L 
(Source : Statistical Yearbook 1996/97, Almanac of China's Foreign Economic Relations and Trade) 
The coastal cities still remain the major locations that foreign investors choose to 
enter, although more and more foreign investors want to explore the opportunities in the 
new inland cities. Guangdong Province still remains the major province that investors 
i 
1 
choose to locate their ventures. Other cities like Shanghai, Tianjin and Beijing have also 
attracted a large portion of foreign direct investment. The following illustrates the 
difference in three different forms of foreign direct investment in China. 
Equity Joint Ventures 
A Chinese-foreign equity joint venture is a share-holding, limited liability 
company jointly established by foreign companies, enterprises, other economic 
I ！ 
8 
organisations or individuals and Chinese companies, enterprises or other economic 
organisations. The venture formation is governed by the Law of P R C on Sino-Foreign 
Joint Equity Enterprises (adopted July 1979; amended April 1990), Implementing 
Regulations (adopted Sept. 1983; amended Jan. 1986), Company Law of the PRC 
(adopted Dec. 1993) and various regulations and interpretations. The foreign partner 
usually contributes capital in the form of cash, equipment, industrial property and know-
how. Transfer or sale of equity is approved by the board of directors. According to the 
amount of investment, the approval authority is Municipal Commission on Foreign 
Relations and Trade, Provincial Commission of Foreign Relations and Trade, Central 
Government Ministry of Foreign Trade and Economic Co-operation (MOFTEC) or State 
Council. Registrations are applied to local office of State Administration of Industry and 
Commerce (SAIC). The venture shall be jointly invested and managed, and the parties 
shall share its risks, profits and losses according to the proportion of their shares. 
等« 
Generally, the ratio of foreign investment to total registered capital shall not be less than 
25%. The enterprise can enjoy the special treatment and related preferential policies for 
the Sino-foreign enterprises. All EJVs' with minimum term of 10 years are eligible for a 
2-year tax holiday starting from the first profit-making year and a 50% reduction in the 
applicable tax rate in the third-fifth years. If EJV is in an Economic and Technological 
Development Zone (ETDZ) or Special Economic Zone (SEZ) and is a production 
enterprise, applicable tax rate is 15%. If the EJV is in a coastal economic open zone or 
city and is a production enterprise, applicable tax rate is 24%. EJVs usually have a term 
of 25-30 year. 
9 
The interest distribution, risk holding, debt sharing and remained property 
distribution on the termination of the joint venture shall be strictly in accordance with the 
ratio of their equity of the contracted parties. 
i 
Co-operative Joint Ventures 
A Chinese-foreign co-operative joint venture (CJV) is a contractual enterprise 
established in China by foreign enterprises, other economic organisations or individuals 
'I 
and Chinese enterprises or other economic organisations. The contract shall define 
clearly the co-operative conditions, share of profits, risks and losses, investment return, 
function and management style and the remained property distribution on the termination 
of the enterprise. The minimum foreign equity is 25% as EJVs. The venture is governed 
by the Law of P R C on Sino-Foreign Co-operative Enterprise (adopted April 1988)， 
L:nplementing Regulations (adopted Aug. 1995) and all other laws and regulations 
•f 
applicable to EJVs. The forms of capital contribution by foreign partner are generally the 
same as EJVs, but can be more flexible in cash, property rights, proprietary technology, 
land use rights, etc.. The transfer or sale of equity is agreed to by the other party and need 
to be approved by original examining or approval authority. The approval authority and 
registration procedure are the same as EJVs. However, tax holidays do not apply to 
service-type ventures (Before the Unified Tax Law went into effect in 1991，tax holidays 
for CJVs applied only if the venture was located in an SEZ or ETDZ). The term of CJVs 
is generally shorter than that of EJVs and is more typically between 15 to 25 years. 
The major difference to an equityjoint venture is that each party of a co-operative 
venture does not have to be in the form of equities or if the parties do convert their 
investment into equities, then the share of profits, risks and debts and the remained 
1 0 
property distribution on the termination of the enterprise may be completely or partly not 
in accordance with the stock-holding ratio, and the form of investment return, 
management and administration can be different with a joint venture. A co-operative 
venture can enjoy more flexibility. 
Wholly Foreign Owned Enterprises 
Wholly foreign owned enterprises (WFOEs) refer to limited liability enterprises in 
China established by foreign enterprises, economic organisations or individuals with 
funds entirely of their own. They are also called "enterprises exclusively run with foreign 
funds." The erUerprises are governed by the Law of the P R C Concerning Enterprises with 
Wholly Foreign Livestment (adopted April 1986)，Lnplementing Regulations (adopted 
Dec. 1990). The forms of capital contribution is the same as EJVs. The transfer or sale 
of equity is approved by SAIC. In addition to registration with approval authorities as 
•f 
that of EJVs, W F O E s must register with M O F T E C . Articles of association become 
effective upon approval by relevant approval authority and'business license is registered 
and obtained from local office of SAIC. Registration with tax authorities needs to be 
done within 30 days of receiving business license. Special tax rates and holidays is the 
same as EJVs (Before the Unified Tax Law went into effect in 1991，tax holidays for 
W F O E s applied only if the venture was located in an SEZ or ETDZ). All the profits 
made by a foreign enterprise go to the foreign investors. An important notice to foreign 
investors is that W F O E s need to export at least 50% of their production. 
Difference in Characteristics 
Although a W F O E allows the foreign investor to have total control over the 
operation, the law needs a W F O E to export at least 50% of its production. Regarding 
1 1 
CJV, it offers flexibility for the foreign investor to recover his investment faster, 
however, he needs to agree that all fixed assets of the venture revert to the Chinese 
partner without charge after the venture term expires. CJVs have been able to make 
profit distributions in product while EJVs may distribute profits in cash only. Besides, 
CJVs are more flexible in determining membership on the board of directors or joint 
venture committee that controls the CJVs. 
'I 
Recent Changes 
The Chinese government indicated plans in the "Ninth Five-Year Plan" (1996-
2000) unveiled in September 1995 (endorsed by the National People's Congress in March 
1996) to speed up industrial technology advancement and promotion of scientific 
achievements to sustain future economic growth. The importance of maintaining stable 
social and political environment is reiterated, placing emphases on agricultural 
f f 
development, construction, infrastructure, energy, and high value-added and new 
technology manufacturing industries. Besides, China will 'gradually extend "National 
Treatment" to foreign investment enterprises during the "Ninth Five-Year Plan" period 
(1996-2000), and their preferential tax treatments will be gradually removed and will 
continue to be used only for specific sectors. China will continue to improve the 
investment environment and increase the percentage of domestic sales for foreign 
investments, and also take positive steps to open tertiary sectors (including 
wholesales/retails, information services, legal and accountancy service, consultancy, etc.) 
to overseas investors. 
Beginning in April 1996，exempt from import tariffs on equipment and raw 
materials imported by foreign enterprises no longer exists. Tariff-free imports of ravv 
1 2 
materials and/or parts can be enjoyed by overseas enterprises for export processing trade. 
For service sectors which were off-limit to overseas investors, they are gradually 
liberalised since 1992. Establishment of joint-venture retail stores and chain stores in 
eleven cities and joint venture foreign trade companies in Shanghai's Pudong "New Area 
and Shenzhen Special Economic Zone was allowed under the "Provisional Regulations 
on Establishing Sino-Overseas Foreign Trade Joint Venture Companies in Selected 
Areas" in October 1996. 
n 
Joint ventures can bring in technologies, management technique and capital. 
However, if the ventures are controlled by foreigners, Chinese enterprises will be passive. 
Foreign companies are sometimes blamed by charging heavy royalties for using their 
brand names, as well as technology transfer fees, and they put heavy advertisement fund 
for promoting their brand image in China. These actions make the Chinese partners fail 
* f 
to get any financial or technological benefits, and let the foreign brand names dominates 
the domestic market. This makes the Chinese government 'i'n considering to ban foreign 
firms from holding controlling stakes in some industrial joint ventures in late 1996 and to 
tighten the approval ofjoint ventures and wholly foreign owned enterprises. 
1 3 
C H A P T E R III 
LITERATURE R E V I E W A N D ESTABLISHING H Y P O T H E S E S 
International joint venture (IJV) has become a major form of investment and 
business operation for foreign investors. It is widely used by multinational corporations 
(MNCs) as a vehicle for investing in foreign countries. In studying the factors that affect 
the financial performance of a joint venture, major categories of factors including 
business strategy, market structure, diversification and investment-oriented moderating 
factors are being covered in previous studies. The following paragraphs will cover the 
literature on international joint venture, with hypotheses on different factors affecting the 
performance of international joint venture that the study will test on. 
• • 
Through the formation of IJV, corporate synergism is created and it enhances the 
economic rents to the IJV partners (Beamish & Banks 1987'','Hennart 1991"). According 
to the theory on transaction cost, joint ventures can help the partners to minimise cost on 
production and operation. Foreign partners bring in technological know-how, 
1 Beamish, P.M. & Spiess, L., 1991. Post-Tiananmen China: Should you invest? 
Business Quarterly, 55, 67-72. 
“Hennart, J.F., 1991. The Transaction Cost Theory of Joint Venture: An 
Empirical Study of Japanese Subsidiaries in the United States, Management Science, vol. 
37，no.4, pp. 483-497. 
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management skills, and capital which are beneficial to the local partners, especially those 
from developing countries. Multinational corporations can make use of local partners' 
knowledge and connections in the host countries to reduce risks and uncertainty and as a 
result, increase revenue fonthe IJVs. The amount of investment required by the foreign 
partner to enter the market can be reduced. The Economies of scale can be achieved 
through trust and co-operation among the partners (Contractor and Lorange, 1988)"\ 
Synergism can be the outcome of risk reduction, economies of scale and scope, 
production rationalisation, convergence of technologies and better local acceptance 
(Harrigan 1988^, Parkhe 1993^). IJVs also allow the partners to share information, 
resources, markets, and risks and hence creating synergistic effects. However, the 
different goals, values and cultures also creates problems for the partners. Geringer and 
Hebert (1991)6 reported that estimates of unsatisfactory performance of international joint 
ventures ranged from 37% to more than 70%. 
f • 
When the foreign company enters the country in which the cultural, political 
3 Contractor, F., and Lorange, P., Co-operative Strategies in Liternational 
Business, Lexington Books, Boston, M A . 1988 
4 Harrigan, K.P., 1988. Joint Ventures and Competitive Strategy, Strategies 
Management Journal, 9，pp. 141-158. 
5 Parkhe, A., 1993. The Structuring of Strategic Alliances: A Gane-Theoretic and 
Transaction Cost Examination of Literfirm Co-operation, Working Paper, Indianna 
University. 
6 Geringer, M,. and Hebert, L., Measuring Performance of Liternational Joint 
Ventures. Journal of International Business Studies 22 (Summer 1991): 249-263. 
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and economic systems differ greatly from its own, it will probably co-operate with an 
indigenous firm that has developed unique country, industry or firm-specific skills and 
advantages. These types of skills is very costly, if not impossible, to be duplicated by the 
-7 、 
foreign company (Davidson and McFetridge, 1985) . Requirement for adaptation and 
information are greater in a less developed and transitional nonmarket-driven economies, 
0 
due to market structure imperfection (Dunning and Rugman, 1985) . In the past, studies 
had mainly focused on the performance of IJVs in developed countries, and in the recent 
years, the outstanding growth of East Asia countries has brought more people to study the 
issue in developing countries, especially in Thailand, Vietnam and China, where many 
joint ventures are established during the period. 
There are many factors that affect the financial performance of the international 
joint venture. Li the recent literature on strategic management and international business, 
» ‘ 
most of the studies centred on examining the major categories of factors including 
business strategy, market structure, diversification and investment-oriented factors. The 
7 Davidson, W.H. and McFetridge, D.G. (1985) Key Characteristics in the Choice 
of Liternational Technology Transfer Mode, Journal of International Business Studies, 
Summer, 5-21. 
0 
Dunning, J.H. and Rugman, A.M. (1985) The influence of Hymer's Dissertation 
on the Theory of Foreign Direct Investment, American Economic Review, 75，228-232. 
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level of commitment brought to the venture by all the partners in the venture (Killing, 
19839, Beamish 1987丨。)，and the level of control that exercised by the foreign partners 
(Tomlinson 1970", Killing 1983^), and the entry mode strategies used by the foreign 
companies (Hennart 1988*",. Woodcock, Beamish, and Makino, 1994'^) were all found to 
affect the performance of a joint venture. Killing (1983) also observed that the socio-
cultural distance among the venture partners would have an effect on the cohesiveness of 
the joint management team and as a result, the JV performance. Other factors like R & D 
intensity, advertising intensity, import penetration (Lecraw, 1983'^), product quality, 
pricing, terms of payment and sales force marketing have also a significant effect on 
performance. Jn addition to the partner-related and business strategy factors, market 
structure or industry-specific factors like industry sales growth, domestic market growth 
« f 
9 Killing, P.. Strategies for Joint Venture Success, Praeger, New York, 1983. 
⑴ Beamish, P., Joint Ventures in LDCs: Partner ‘ Selection and Performance. 
Management International Review 27 (1987): 23-37. 
“Tomlinson, J., The Joint Venture Process in Lntemational Business: India and 
Pakistan, MIT Press, Cambridge, M A . 1970. 
1, 
“Hennart, J.. A Transaction Costs Theory of Joint Ventures: Strategic 
Managementjournal 9 (1988): 361-374 
13 Woodcock, P., Beamish, P . � a n d Makino, S., Ownership-Based Entry Mode 
Strategies and Litemational Performance. Journal of Liternational Business Studies 25 (2) 
(1994): 253-273. 
14 Lecraw, D. Performance of Transnational Corporations in Less Developed 
Countries. Journal of International Business Studies 14 (Spring/Summer 1983): 15-33. 
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are also related to performance of the venture. Other moderating factors like location, 
duration of venture term, nature of business (technology-intensive or capital-intensive) 
are also found to have an effect on performance (Hu, Chen, 1996"). 
» , 
International Joint Ventures in China 
In the previous studies, the influence of business strategy and market structure 
variables on the financial performance of international joint ventures in China are being 
examined. Product quality, pricing, sales force marketing, and flexible terms of payment 
are found to be significant business determinants of IJV performance. Regarding market 
structure variables, industry growth have a positive effect on IJVs' accounting return and 
domestic sales, and a negative impact on venture's export growth. Besides, industry 
structure, length of operation, partner selection and timing of entry are also significant 
moderators affecting the relationship between business strategy variables and IJV 
» f 
performance (Yadong Luo, 1995'^). Partner-related factors like level of partner 
commitment�the number ofjoint venture partners, socio-cuItural distance among partners 
are found to be more important to the financial performance of the IJVs in China than 
b Hu, Michael Y., Chen, Haiyang, An Empirical Analysis of Factors Explaining 
Foreign Joint Venture Performance in China. Journal of Business Research 25，165-173 
(1996). 
16 Luo, Yadong, Business Strategy, Market Structure, and Performance of 
International Joint Ventures: The Case of Joint Ventures in China. Management 
International Review, voL 35, 1995/3，pp. 241-264. 
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joint venture or environment related factors like product characteristics and location of 
joint ventures. (Hu, Chen, 1996). Beamish, in his study on U V performance in China, 
concludes that IJV performance is enhanced when the control is divided along functional 
lines. . ‘ 
Commitments from both local and foreign parties are vital to the success of the 
joint venture. If both parties are committed to work together, there will be fewer conflicts 
caused by the argument on control of the joint venture in areas like operation strategy and 
investment strategy. Commitment measures like term of the venture, amount of 
investment given to the venture by the partners have effects on the IJV performance. The 
longer the term of the venture and larger amount of investment shows the commitment of 
the partner and minimise distrust and uncertainty between partners. Hence these factors 
provide a positive effect on the venture's financial performance. Positive synergism 
« f 
effect is found to be stronger than the negative effect associated with the problem of 
shared management when the number of partners is small.‘‘ 
R & D intensity is another factor that is crucial to the success of the joint venture. 
The Chinese partner would like the foreign partner to invest more money on R & D and 
transfer their technology to the Chinese partner as one of the aim of the joint venture. 
Policies like the Co-ordinating Committee For Export Control ( C O C O M ) limit the kind 
of technology from foreign companies to sell to China or to be used in the PRC. If the 
foreign partner would only like to transfer those out-dated technology or slower the 
technology transfer speed to the Chinese party, the Chinese partner will feel frustrated 
and upset. Li return, the product quality cannot be improved and weaken the competitive 
1 9 
and earning power of their products in the market. R & D is found to have a marginally 
significant effect on export growth rate in Luo's study. 
In regarding the control of the joint venture, the foreign partner always like to be 
the majority owner and have control over the joint venture's business, operation and 
market direction. However, there are some industries that government would not allow 
foreign owners to take control. Examples are defence, transportation, telecommunication, 
power and infrastructure that the government think of with strategic importance and these 
industries are directly controlled by central government ministries. Foreign investors can 
only take a minority share in joint ventures of these industries. Although these industries 
cannot be majority owned by foreign investors, they are usually classified by the 
government as strategic industries that benefits the society and have favourable and 
special treatment from the government. 
f • 
Other non-country specific business strategy variables like pricing strategy, 
Chinese partners have a more deeper understanding of the market and can help the 
foreign partners to get the right market position in the industry. Lower pricing policy was 
found to have a positive relationship with the domestic sales growth and return in Luo's 
study. However, the government has imposed pricing regulation on certain products. 
The pricing of a few commodities, particularly raw materials, is under control by the 
government under the "dual-track" pricing system. Advertising is also controlled by the 
government and the joint venture needs to follow the rules of advertising in China. It has 
only a moderate effect on domestic sales growth. 
^ 
2 0 
Regarding other China-Specific business strategy variables, the preferential terms 
of payment in China is different to that in the foreign countries. The Chinese business 
relationship takes more importance on "guanxi" and maintenance of harmony, and the 
Chinese take relationship first and in sometimes, allow longer age of domestic accounts 
receivable. The change of monetary policy would lead to tighter money control, which in 
return, the interest rate will go up and reduction in bank lending will cause serious 
liquidity problem in the joint venture. Many firms have been facing "triangular debt" 
problem during the period and they need to find ways to support the interest payment. 
Sales force expenditure is also important to the success of thejoint venture since the sales 
and marketing expense have a great influence on the sales growth in China. Lidustry 
sales and profit growth has some relationship to the financial performance of the venture 
since the majority of the international joint ventures are focused on the local market. 
t ‘ 
Other moderating variables of financial performance of joint ventures like cross-
region-location factor and Economic and Technological Development Zones location 
factor can help to get preferential tax treatment, lower land rate or less tight customs 
duties. This greatly helps a joint venture in its early stage to get into the market. Share 
distribution between local and foreign partners can affect the belief and commitment 
between partners due to concern on sharing profit and company control, a longer 
operational length or contract duration can help to assure a longer partnership 
relationship. The larger amount of investment also can help to ensure a more stable 
supply of money for the expansion of the joint venture and in return, make the venture 
more flexible in making business strategies. The number of foreign and local partner is 
also important since fewer partners can help to get a common understanding and 
agreement on decisions more easily. 
2 1 
Owing to the data availability, the study will focus on the factors like type of 
partner, duration of venture term, length of operation and type of business (high 
technology, capital-intensive or labour-intensive) and their relationship with the 
performance of thejoint venture. 
Type of Partner 
It is disastrous to assume that China is one homogeneous market since purchasing 
power, cost of labour, availability of skilled labour, cost and availability of land, energy 
and raw materials vary greatly across the country. The infrastructure in China differs 
greatly in different locations. A backward infrastructure is usually found in the 
underachieving regions of the country, and the SEZ and E D T Z usually provides a better 
economical and industrial environment. Therefore, location of the venture affects the 
f • 
operating environment and as a result, the venture's financial performance. The China's 
economic performance tends to go three steps forward and' 6ne to two steps back. It is 
rather difficult for companies to forecast their companies' financial performance under 
these drastic environment. 
Since the cultural, political and economic systems of mainland China differs 
greatly from the foreign investors' home countries, a foreign flrm will more likely to form 
a joint venture with a local firm that may have unique country, industry or firm specific 
skills so as to increase their chance of success in their investment. 
Forming alliance with local Chinese partners helps to provide the connections 
required to cut through the complexity in opening up the market and to clear the red tapes 
2 2 
and hurdles on getting approvals or applying resources due to bureaucracy. The Guanxi, 
relationship and connections between people of all walks of life are important fibres of 
the Chinese culture. It means literally “powerful friendship" or, in other words, 
government relationships, special connections and networks. Japanese refers to this web 
of connections as kankei; Koreans, kwankye. In Confucian societies like China, Ron<y 
0 
Kong and Taiwan, one popular saying puts it, "Who you know is more important than 
what you know." (Yeung, L:ene Y M ; Tung, Rosalie L, 1996") Other Confucianism tenet 
like those in positions of power and authority must assist the disadvantaged. That is why 
Chinese often feel that foreign investors from industrialised countries should help 
developing nations like China. People rely on them not only for getting things done, but 
also for protection, security and support. The country has a long history of being pillaged 
by other countries. The people have a high degree of innate distrust and want to know 
who they are dealing with (Ian Murphy, 1996'^). Networks of guanxi, connections and 
f t 
relationship can be seen almost as underground tunnels and paths that connect a person to 
various other locations without the scrutiny of others, these networks serve very 
important functions for both the individuals and organisations in China. Guanxi can also 
mean friendship, trust and willingness to help each other. Guanxi is maintained and 
17 Yeung, L:ene Y M; Tung, Rosalie L, Achieving Business Success in Confucian 
Societies: The Lnportance of Guanxi (Connections), Organizational Dynamics, Vol.: 25 
Iss: 2 Date: Autumn 1996 p: 54-65 
I 8 
Murphy, Ian P., It takes Guanxi to do business in China. Marketing News, 
Vol.: 30 Iss: 22 Date: Oct21, 1996 p: 12 
2 3 
reinforced through continuous, long-term association and interaction. Hi countries 
without a stable legal and regulatory environment that allows for impersonal business 
dealings, personal connections and relationships to obtain resources or protection not 
otherwise available is 口这代1(：口1&:17 important (Redding, 1990'^; Zucker, 1986""). 
Government by ethics is preferred over government by law under Confucianism and 
"face-saving" is important. Despite the establishment of new legislation in the past 
decade, Chinese business law remain vague. Those who occupy positions of authority 
and/or power have the say on interpretation of directives and policies in the absence of 
explicit guidelines. 
Understanding, respect and tolerance are the keys to dealing with cross-cultural 
differences. Foreigners are respected and their contributions are valued because they are 
Foreign. Developing guanxi and relationship with the Chinese also serves to shorten the 
‘ « 
cultural distance between Foreigners and Chinese. The importance of the political or 
business position of the local partner has direct influence 6h the success of the venture 
since a local partner by central or provincial-level state entities has the experience or 
knowledge to break through barriers in communicating and working with other 
institutions or regulatory authorities. They also have a good relationship with other local 
business entities and it helps to get into the market more easily during the initial stage. 
19 Reddings, S.G., 1990. The spirit of Chinese capitalism. New York: de Gruyter. 
"° Zucker, L. 1986. Production of trust: Listitutional sources of economic 
structure. Li B.M. Staw & L. L. Cummings (Eds). Research in organizational behaviour, 
vol. 8: 53-101. Greenwich, CT: JAI Press. 
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Other than choosing the right business location, right market entry strategy, 
pricing strategy, management control, product differentiation and quality and long term 
commitment, foreign companies have to develop good relationship with the Chinese and 
have access to various guanxi and relationship network in China to ensure its success of 
their business. Based on the above observations, our first hypothesis is: 
H1: Foreign joint ventures with different Chinese partners of established business 
or political contacts in China have similar financial performance. 
Type ofBusiness 
Li recent years, the Chinese government provides directions for foreign investors 
to invest in China. Municipal works and energy infrastructure projects are encouraged. 
Production of good quality farming and sideline products as well as deep processing of 
• • 
farming and sideline products that greatly needed by the market is welcomed. Foreign 
investors can also do some trades in the tertiary industry.' ‘ High- and new-technology 
industries and projects that can meet the demand of both domestic and world markets are 
also welcomed. Government also encourage foreign investors to produce industrial 
products consuming less energy, water, materials and producing less pollution, with high 
technology intensity and high added value. Projects introducing and applying advanced 
scientific technology to renovate traditional industry, upgrade the technical equipment 
and increase economic returns of large and medium-sized industrial enterprises are also 
encouraged. Projects that can meet the demand of world markets, upgrade the product 
grade�enlarge product export and increase foreign exchange income are usually 
approved. Real estate projects in accordance with the general city planning of Beijing, 
the construction of urban infrastructure, the renovation of old and dangerous house and 
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the moving of old urban enterprises are one of the key areas that government encourage 
foreign investors to do. 
These industries are more likely to get strategic support from the government and 
also easier to get tax reduction benefits and financial support from the bankers. 
Therefore, other than choosing the right entry, a right Chinese partner and a right industry 
are vital to the success of the venture. Our second and third hypothesis are: 
H2: Foreign joint ventures in high technology industries have similar financial 
performance as other ventures in low technology industries. 
H3: Foreign joint ventures in capital-intensive industries have similar financial 
performance as other ventures in labour-intensive industries. 
Other Factors 
f • 
For the joint ventures located in open cities, Special Economic Zones and 
Economic and Technological Development Zones, the government provides special tax 
treatment for these ventures like a 2-year tax holiday starting from the first profit-making 
year and a 50% reduction in the applicable tax rate in the third-fifth years. Our fourth 
hypothesis is: 
H4: Foreign joint ventures in open cities, SEZ or ETDZ with different lengths of 
operation have similar financial performance of the ventures. 
The longer the duration of the venture, the more commitment that it shows for 
both parties to work together for the success of the venture. Our fifth hypothesis is: 
H5: Foreign joint ventures in open cities, SEZ or ETDZ with different duration or 
term of venture have similar financial performance of the ventures. 
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C H A P T E R IV 
M E T H O D O L O G Y 
Data 
The study uses data on joint ventures in China from sources like "Almanac of 
China's Foreign Economic Relations and Trade", China Business Resources "China on 
i,. 
Disk" and financial reports from individual joint ventures. Due to the scarcity of 
financial data for Chinese joint ventures and the reason that data from Chinese financial 
or business authorities are usually aggregated, the study can only get financial 
information from 155 joint ventures including their names, parent companies，name, 
geographic locations, product, Chinese owner category, year of establishment, type of 
business, profit, revenue and asset information can be collected. To avoid the fluctuation 
• f 
of economic and industrial environment to small enterprises, 118 joint ventures with net 
asset of more than 100 thousand R M B and with over 50 employees are selected. Detailed 
information on profit and loss account like current asset, current liabilities, production 
cost, etc. are not available. For the significance test on duration or term of venture, 
another sample of 48 joint ventures with duration and financial performance information 
is used due to the data availability of duration figure in the original sample of 118 joint 
ventures. 
Table 4: Geographical Distribution of Sample Firms 
Province Number of Firms 
B e i j i n g 25 
G u a n g d o n g 1 
S h a n g h a i 48 
T i a n j i n 44 
2 7 
Most of the joint ventures are located in cities in the Guangdong, Shanghai, 
Tianjin and Beijing provinces since these locations are the earliest open cities that 
international joint ventures get into China. The longer duration of existence helps to 
prevent the unstable financial performance of the joint ventures during the ventures' early 
entry period. The 1994 financial results are collected since it avoids the effect caused by 
tight money supply policy after 1989 and in 1995. 
Methodology 
The study uses the collected data and performs analysis of variance (ANOVA) 
statistical analysis to find out whether there is any significant differences between 
financial results of ventures with different type of Chinese local partners. In general, the 
purpose of analysis of variance (ANOVA) is to test for significant differences between 
* f 
means. The method allows us to test the equality of several means. 
‘ I 
Profitability information including gross profit margin, return on asset and 
efficiency ratio like sales to total assets will be used as dependent variable to measure the 
financial performance of the joint ventures. Independent variable is the type of Chinese 
partner, categorised into Central, Province, County or equivalent, City district and Town 
and village enterprises. 
X 
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Our hypothesis H1 is : 
H1(): ^1丨=jl2 = .U3 = ]M = |I5 
Hla： one or more of the population means is not equal to the others. 
Rejection rule: IfF > Fa,vi, v2，then reject H。； 
where F = Between-groups mean square / Within-groups mean square 
vl =k- 1 =5- 1 = 4 
v2 = n - k = 118-5= 113 
|Lii is the expected value of profitability or efficiency of firm with type i 
partner (type : 1 = central, 2= province, 3 二 county or equivalent, 4 二 city 
district, 5 = town and village enterprises) 
To test the significance of industry effect to the financial performance of the 
venture, we classify the venture into high technology or low technology, and capital-
• f 
intensive or labour-intensive industry, and based on the financial performance of the 
‘ f 
venture, using gross profit margin and return on asset for profitability measure, and sales 
to total assets ratio for efficiency measure as dependent variables and type of industry as 
independent variable. A N O V A analysis is performed to see whether there is relationship 
between the type of industry and the financial performance of the joint venture. 
Our hypothesis H2 is : 
H2o：…=^i2 
H2a： one of the population means is not equal to the others. 
Rejection rule: If F > Fa.vi. v2，then reject H。； 
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where F = Between-groups mean square / Within-groups mean square 
v l = k - 1 =2- 1 = 1 
v2 = n - k = 118-2= 116 
i^ is the expected value of profitability or efficiency of Type i firm 
(type : 1 = high technology, 2 = low technology) 
Our hypothesis H3 is : 
H3o: [i\ = ^i2 
H3a： one of the population means is not equal to the others. 
Rejection rule: If F > Fa,vi.v2, then reject H。； 
where F 二 Between-groups mean square / Within-groups mean square 
v l = k - 1=2- 1 = 1 
v2 = n-k = 118-2= 116 
f f 
‘Ui is the expected value of profitability or efficiency of Type i firm 
r f 
(type : 1 = capital-intensive, 2 = labour-intensive) 
Regarding test on the significance of the length of operation to the financial 
performance of the venture, financial data of ventures are categorised into 3 categories of 
length of operation (category 1 : less than 5 years, category 2 : between 6 years and 10 
years, category 3 = more than 10 years). A N O V A statistics analysis is performed using 
參 
profitability ratio including gross profit margin and return on asset as dependent variable 
and length of operation as independent variable. 
3 0 
Our hypothesis H4 is : 
H4o： \Xi = ^l2 = M-3 
H4a: one or more of the population means is not equal to the others. 
Rejection rule: If F > Fa,vi,v2, then reject H。； 
where F 二 Between-groups mean square / Within-groups mean square 
v l = k - 1 =3- 1 = 2 
v2 = n - k = 118-3 = 115 
‘Li is the expected value of profitability or efficiency of firm with category i 
of length of operation x (category : 1 = length of operation x <= 5, 2 = 
length of operation 5 < x <= 10，3 二 length of operation x > 10) 
For the test on the significance of duration or term of venture to the financial 
performance of joint venture, we categorise the duration of the venture into three 
r f 
categories (category 1 : less than or equal to 15 years, category 2 : between 16 years and 
I f 
30 years, category 3 = more than 30 years). A N O V A statistics analysis is performed 
using profitability ratio including gross profit margin and return on asset as dependent 
variable and duration of venture as independent variable. 
Our hypothesis H5 is : 
H 5 o： ^ ii = jl2 = M-3 
H5a： one or more of the population means is not equal to the others. 
Rejection rule: If F > Fa,vi,v2> then reject H。； 
where F 二 Between-groups mean square / Within-groups mean square 
v l = k - l = 3 - l = 2 
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v2 = n - k = 46 - 3 = 43 
P-i is the expected value of profitability or efficiency of firm with category i 
of duration of venture x (category ; 1 = duration x <=15，2 = duration 
15 < X <= 30, 3 = duration x > 30) 




C H A P T E R V 
RESULTS 
I 
The results of the A N O V A statistical test is shown in the f0ll0win2 table. 
<>«•/ 
Abbreviation : R〇A : Return on Assets 
G P M : Gross Profit Margin (Gross Profit/Sales) 
T A T O : Sales/ Total Assets 
Table 5: Summary Table of Means for R O A and Type of Partner 
N = 1 1 8 (No m i s s i n g d a t a i n d e p . v a r . l i s t ) 
_ T y p e o f O w n e r R O A R O A R O A R O A R O A 
M e a n s N S u m S t d . D e v . V a r i a n c e 
C e n t r a l . 7 9 6 0 7 1 6 4 . 7 7 6 4 3 . 7 7 9 5 5 5 . 6 0 7 7 0 6 
C i t y D i s t r i c t . 0 2 1 4 2 9 1 . 0 2 1 4 3 0 . 0 0 0 0 0 0 0 . 0 0 0 0 0 0 
C o u n t y o r E q . . 2 5 3 9 8 3 7 1 . 7 7 7 8 8 . 6 2 4 7 8 2 . 3 9 0 3 5 2 
P r o v i n c e . 2 7 7 4 5 2 94 2 6 . 0 8 0 5 3 1 . 8 7 5 8 1 3 3 . 5 1 8 6 7 4 
T o w n & V i l l a g e . 4 2 2 3 7 6 10 4 . 2 2 3 7 6 . 5 7 0 2 6 4 . 3 2 5 2 0 1 
A l l G r o u p s . 3 1 2 5 4 3 1 1 8 3 6 . 8 8 0 0 2 1 . 6 9 7 8 9 2 2 . 8 8 2 8 3 8 
‘,_ i-_ iiii -11 |-| . 
Table 6: Summary Table of Means for G P M and Type of Partner 
N = 1 1 8 (No m i s s i n g d a t a i n d e p . v a r . l i s t ) 
T y p e o f O w n e r G P M G P M G P M G P M G P M 
M e a n s N S u m S t d . D e v . V a r i a n c e 
C e n t r a l . 2 1 1 6 6 4 6 1 . 2 6 9 9 8 . 2 3 9 8 8 8 . 0 5 7 5 4 6 
C i t y D i s t r i c t . 0 2 4 7 2 5 1 . 0 2 4 7 3 0 . 0 0 0 0 0 0 0 . 0 0 0 0 0 0 
C o u n t y o r E q . - . 1 5 3 2 6 4 7 - 1 . 0 7 2 8 5 . 3 2 5 1 8 7 . 1 0 5 7 4 7 
P r o v i n c e . 2 7 7 4 5 2 94 8 . 9 0 9 7 5 . 1 7 6 3 7 1 . 0 3 1 1 0 7 
T o w n & V i l l a g e . 0 9 4 7 8 5 10 1 . 0 4 9 7 5 . 1 4 1 4 2 0 . 0 2 0 0 0 0 
A l l G r o u p s . 0 8 6 2 8 3 1 1 8 1 0 . 1 8 1 3 6 . 1 9 6 2 3 0 . 0 3 8 5 0 6 
i 
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Table 7: Summary Table of Means for T A T O and Type of Partner 
N = 1 1 8 (No m i s s i n g d a t a i n d e p . v a r . l i s t ) 
T y p e o f O w n e r T A T O T A T O T A T O T A T O T A T O 
M e a n s N S u m S t d . D e v . V a r i a n c e 
'"CentraI I]^^§J?5—? '24"T5"722 2~7"99T5Ti F."949'50 
C i t y D i s t r i c t . 8 6 6 6 6 7 1 .8667 0 . 0 0 0 0 0 0 0 . 0 0 0 0 0 0 、 
C o u n u y o r E q . 4 . 3 8 7 9 7 8 7 3 0 . 7 1 5 8 4 . 2 4 1 6 0 8 1 7 . 9 9 1 2 4 
P r o v i n c e 3 . 9 9 5 6 3 5 94 3 7 5 . 6 8 3 7 6 . 1 5 1 5 0 8 3 7 . 8 4 1 0 5 
T o w n Sc V i l l a g e 3 . 8 0 8 6 4 2 10 3 8 . 0 8 6 4 4 . 6 4 4 7 1 4 2 1 . 5 7 3 3 7 
A l l G r o u p s 3 . 9 8 2 4 1 3 118 4 6 9 . 9 2 4 7 5 . 7 5 6 6 9 8 3 3 . 1 3 9 5 7 
Table 8: Analysis of Variance for R O A , G P M , T A T O and Type of Partner 
M a r k e d e f f e c t s a r e s i g n i f i c a n t a t p < . 0 5 0 0 0 
^ ^ — — — ~ p-level 
E f f e c t E r r o r E r r o r 
“ROA 4 . 4 3 6 9 8 I D 2 .9694 : 1 4 7 1 6 7 ^ 3 9 Y — — 
G P M 4 . 1 2 7 5 2 113 . 0 3 5 3 6 3 . 6 0 6 8 . 0 0 8 3 3 * 
T A T O 4 2 . 8 1 4 2 113 3 4 . 2 1 3 . 0 8 2 2 6 . 9 8 7 7 0 
« • 
From Table 5, we can see that return on assets of ventures with central state 
entities has a mean of .796071 which is greater than that df ventures with other type of 
Chinese partners. Return on assets of ventures with town and village entities has a mean 
of .422376 and the means of return on assets for ventures with province entities and 
county and equivalent entities have smaller values of .277452 and .253983 respectively. 
The standard deviations of return on assets for ventures with all types of Chinese partners 
are quite large. This may due to the great difference in size and business of the ventures. 
From Table 6，we fmd that the means of gross profit margin for ventures with central 
state entities or province entities are .211664 and .277452 respectively and are relatively 
greater than ventures with other Chinese partners. The standard deviations of gross profit 
margin for all ventures are quite large, especially for ventures with county or equivalent 
entities. From Table 7, we find that all ventures have similar means of sales to total asset 
3 4 
except ventures with city or district entities (only one sample). The standard deviations 
o f T A T O for all ventures are quite large, especially for ventures with province entities. 
W e find that in Table 6 and 8，the gross profit margin of the joint venture formed 
by central state entities is 0.211664 and that by province entities is 0.277452 which are 
significantly better than other joint ventures formed by city district entities (0.024725), 
county or equivalent entities (-0.153264) and other town and village entities (0.094785)"at 、 
0.05 level. Li other words, joint ventures formed with central or province entities are 
performing significantly better than foreign joint ventures formed with other Chinese 
partners. The hypothesis H1 that foreign joint ventures with different Chinese partners of 
established business or political contacts in China have similar financial performance is 
rejected. Joint ventures with different Chinese partners have different gross profit margin 
at a significance level of 0.05. The local Chinese partners provide the joint ventures with 
‘ « 
the connections or guanxi required to cut through the complexity in opening up the 
market and to clear the red tapes and hurdles on getting approvals or applying resources 
due to bureaucracy. This helps the ventures to develop more channel distribution or get 
more sales and as a result, a better profitability. Regarding Return on Asset and Total 
Assets to Sales, the result is not significant at 0.05 level. However, we can see that the 
mean of return on asset for ventures with central entities is relatively higher than other 
ventures with province entities or county or equivalent entities. The insignificance of 
return on asset and total assets to sales may due to the fact that the total asset varies 
greatly between difference types and industries of joint ventures. The hypothesis that 
foreign joint ventures with Chinese partners of established business or political contacts 
in China have a better financial performance is true according to the significance of the 
profitability of thejoint venture to the type of Chinese partners. 
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A b b r e v i a t i o n : D U R A T I O N ： n u m b e r o f j o i n t v e n t u r e y e a r s 
L E O C ： L e n g t h o f O p e r a t i o n i n C a t e g o r y 
T E C H ： H i g h - T e c h n o l o g y = l , L o w - T e c h n o l o g y = 0 
C A P ： C a p i t a l - I n t e n s i v e = l , L a b o u r _ l n t e n s i v e = 0 、 
Table 9: Summary Table of Means for R〇A and Type ofBusiness (TECH) 
N = 1 1 8 (No m i s s i n g d a t a i n d e p . v a r . l i s t ) 
. T E C H R O A R Q A P O A 
M e a n s N S t d . D e v . 
— L o w T e c h n o l o g y . 0 7 5 0 9 4 . ^ 2 . 1 8 7 8 7 9 ” 
H i g h T e c h n o l o g y . 5 5 8 1 7 9 58 . 9 1 7 5 4 4 
A l l G r o u p s . 3 1 2 5 4 3 1 1 8 1 . 6 9 7 8 9 2 
Table 10: Summary Table ofMeans for G P M and Type ofBusiness (TECH) 
N = 1 1 8 (No m i s s i n g d a t a i n d e p . v a r . l i s t ) 
T E C H G P M G P M G P M 
M e a n s N S t d . D e v . . 
• « 
— L o w T e c h n o l o g y . 0 5 0 1 5 4 ^ . 2 0 7 1 1 7 
H i g h T e c h n o l o g y . 1 2 3 6 5 7 58 . 1 7 8 4 4 0 
A l l G r o u p s . 0 8 6 2 8 3 1 1 8 . 1 9 6 2 3 0 
Table 11: Summary Table ofMeans for T A T O and Type ofBusiness (TECH) 
N = 1 1 8 (No m i s s i n g d a t a i n d e p . v a r . l i s t ) 
T E C H T A T O T A T O T A T O 
M e a n s N S t d . D e v . 
L o w T e c h n o l o g y 4 . 0 8 2 3 9 5 ~ " W o 7 . 4 4 2 9 0 3 ~ ~ 
H i g h T e c h n o l o g y 3 . 8 7 8 9 8 3 58 3 . 2 6 5 1 7 5 
A l l G r o u p s 3 . 9 8 2 4 1 3 1 1 8 5 . 7 5 6 6 9 8 
3 6 
Table 12: Analysis of Variance for R O A , G P M , T A T O and Type ofBusiness (TECH) 
M a r k e d e f f e c t s a r e s i g n i f i c a n t a t p < . 0 5 0 0 0 
5 ^ 55s d ^ M S F p - l e v e l 一 
E f f e c t E r r o r E r r o r 
"""^ A T 61^472 rr?~""""Ij483l8 T4T6294 "7uYm 
G P M 1 . 1 5 9 3 3 7 1 1 6 . 0 3 7 4 6 4 4 . 2 5 3 0 0 7 . 0 4 1 4 1 4 * 
T A T O 1 1 . 2 2 0 2 4 8 1 1 6 33 . 4 1 4 7 3 . 0 3 6 5 1 8 . 8 4 8 7 8 3 
From Table 9，we can see that the mean of return on assets for high technology 
ventures are relatively greater than low technology ventures. Besides, the standard 
deviation of return on assets for low technology ventures is very large, compared to that 
of high technology ventures. W e can also find that in table 10，the mean of gross profit 
margin for high technology ventures are relatively greater than that of low technology 
ventures, this may due to the fact that high technology products usually have a better 
profit margin. From table 11，we can see that the sales to total assets ratios for low 
technology and high technology ventures are similar. The 's'tandard deviation of sales to 
total assets ratio for low technology ventures are comparatively greater than high 
technology ventures, the reason may be the greater difference in business nature of low 
technology ventures. 
From the figures above�ventures with high technology has a significant better 
gross profit margin at 0.05 level. High technology joint venture has a mean gross profit 
margin at .123657 and low technology joint venture has a mean of .050154. The 
hypothesis H2 is rejected. The main reason for high technology joint ventures to have a 
better profitability is that the government favours these kind of industries which can help 
the country to catch up with other developed countries in technology. The incentives like 
tax holiday or special tax arrangement let the joint ventures to have a better profit than 
3 7 
Others in low technology industry. The return on asset and sales to total asset are not 
significant to the type of technology of the ventures. This may also due to the fact that 
the different of total asset for high technology and low technology ventures. 
Table 13: Summary Table of Means for R〇A and Type ofBusiness (CAP) 
N = 1 1 8 (No m i s s i n g d a t a i n d e p . v a r . l i s t ) 
‘CAP R O A ‘ R O A R O A 
M e a n s N S t d . D e v . 
”…-[-io]7-i"^-6"^^Y^"^- ; 4 H " 3 T 2 i"o'i™"~“ 7 9 3 0 4 ^ 6 
C a p i t a l I n t e n s i v e - . 4 0 4 9 6 7 17 3 . 8 7 6 9 0 7 
A l l G r o u p s . 3 1 2 5 4 3 1 1 8 1 . 6 9 7 8 9 2 
Table 14: Summary Table of Means for G P M and Type ofBusiness (CAP) 
N = 1 1 8 (No m i s s i n g d a t a i n d e p . v a r . l i s t ) 
C A P G P M G P M G P M 
M e a n s N S t d . D e v . 
L a b o u r I n t e n s i v e . 0 8 3 2 4 5 1 ^ • 1 9 7 7 0 4 
« • 
C a p i t a l I n t e n s i v e . 1 0 4 3 3 1 17 . 1 9 2 0 3 9 
A l l G r o u p s . 0 8 6 2 8 3 1 1 8 . 1 9 6 2 3 0 
t t 
Table 15: Summary Table ofMeans for T A T O and Type ofBusiness (CAP) 
N = 1 1 8 (No m i s s i n g d a t a i n d e p . v a r . l i s t ) 
C A P "~""TATO T A T O T A T O 
M e a n s N S t d . D e v . 
—EiF(^iIF~i"^Ei^T^ JTsTSlTo "ioT 3. 6 i 3 0 7 
C a p i t a l I n t e n s i v e 6 . 2 9 3 9 0 3 17 12 . 4 1 4 1 7 
A l l G r o u p s 3 . 9 8 2 4 1 3 1 1 8 5 . 7 5 6 7 0 
3 8 
Table 16: Analysis of Variance for R O A , GPM，TATO and Type ofBusiness (CAP) 
M a r k e d e f f e c t s a r e s i g n i f i c a n t a t p < . 1 0 0 0 0 
5 ? M S d f M S F p - l e v e l 
E f f e c t E r r o r E r r o r 
…..疏. -- ;-Qjf55J ITe "2.819^3 3T6f6488 .^^344*" 
GPiM 1 . 0 0 6 4 7 0 1 1 6 . 0 3 8 7 8 2 . 1 6 6 8 2 6 . 6 8 3 7 0 1 
T A T O 1 1 0 6 . 1 1 9 1 1 1 6 3 2 . 5 1 0 4 3 3 . 2 6 4 1 5 4 . 0 7 3 4 0 2 * 
From Table 13，we find that labour-intensive ventures have a greater mean of 
return on assets than that of capital-intensive ventures. Besides, the standard deviation of 
return on assets of capital-intensive ventures is very large, compared to that of labour-
intensive ventures. For gross profit margin, we find that labour-intensive ventures and 
capital-intensive ventures have similar means and standard deviation. From Table 15，we 
can see that the mean and standard deviation of sales to total assets ratio for capital-
intensive ventures are greater than that for labour-intensive ventures. 
« « 
From the figures above, the return on asset and sales to total asset are significant 
to whether the type business is capital-intensive or labour-intensive at 0.1 level. The 
hypothesis H3 is rejected. Foreign joint ventures in capital-intensive industries have a 
different financial performance as ventures in labour-intensive industries. Capital-
intensive joint ventures have a lower return on asset than labour-intensive one since 
capital-intensive joint ventures usually have a longer payback period than the labour-
intensive joint ventures and more subject to up and down of the economy. Besides, 
labour-intensive joint ventures can enjoy the cheaper labour cost of production. The sales 
to total asset is higher for capital-intensive joint ventures since the government favours 
capital-intensive industries by giving more incentives for those ventures who invest 
3 9 
heavily in the country, especially for those high investment projects and business like raw 
material industry, telecommunication and infrastructure type ofbusiness. 
Table 17: Summary Table of Means for R O A and Length of Operation (LEOC) 
N = 1 1 8 (No m i s s i n g d a t a i n d e p . v a r . l i s t ) 
L E O C R O A ‘ R Q A 5 S I 
M e a n s N S t d . D e v . 
X < = 5 - . 1 0 8 8 0 8 l8 2 . 3 5 4 0 1 3 
5 < X < 二 1 0 . 6 4 5 2 6 6 5 4 1 . 0 5 0 8 0 2 
X > 10 . 4 5 3 6 5 2 1 6 . 4 8 3 5 3 1 
A l l G r o u p s . 3 1 2 5 4 3 1 1 8 1 . 6 9 7 8 9 2 
Table 18: Summary Table ofMeans for G P M and Length of Operation (LEOC) 
N = 1 1 8 (No m i s s i n g d a t a i n d e p . v a r . l i s t ) 
. L E O C G P i G P M G P M � 
M e a n s N S t d . D e v . 
X < = 5 . 0 2 8 5 0 6 Is . 2 4 0 0 1 9 
5 < X < = 1 0 . 1 2 8 0 4 4 54 . 1 5 0 9 3 6 
f f 
X > 10 . 1 1 8 6 6 9 16 . 1 4 5 8 2 0 
A l l G r o u p s . 0 8 6 2 8 3 1 1 8 . 1 9 6 2 3 0 
r I 
Table 19: Summary Table ofMeans for T A T O and Length of Operation (LEOC) 
N = 1 1 8 (No m i s s i n g d a t a i n d e p . v a r . l i s t ) 
L E O C T A T O T A T O T A T O 
M e a n s N S t d . D e v . 
X < = 5 4 . 4 1 5 5 7 4 48 8 . 2 0 8 4 4 8 
5 < X < = 1 0 3 . 8 1 1 1 9 5 54 3 . 4 2 7 9 9 5 
X > 10 3 . 2 6 0 7 9 2 16 2 . 1 4 1 6 8 6 
A l l G r o u p s 3 . 9 8 2 4 1 3 1 1 8 5 . 7 5 6 6 9 8 
4 0 
Table 20: Analysis ofVariance for R O A , G P M , T A T O and Length of Operation (LEOC) 
M a r k e d e f f e c t s a r e s i g n i f i c a n t a t p < . 1 0 0 0 0 
•^"""^  J | JJg 5 ^ ^ P p-i'evel 
E f f e c t E r r o r E r r o r 、 
、ROA 2 7.409208 H s 2.804119 2.642259 .075521* 
G P M 2 . 1 3 5 5 9 5 1 1 5 . 0 3 6 8 1 8 3 . 6 8 2 8 3 1 . 0 2 8 1 6 3 * 
T A T O 2 9 . 4 6 0 4 9 6 1 1 5 3 3 . 5 5 1 3 8 . 2 8 1 9 7 0 . 7 5 4 8 1 6 
From Table 17, we can see that the mean of return on assets for ventures with less 
than 5 years of operation is -.108808 and is relatively smaller than ventures more than 5 
years of operation. Besides, the standard deviation of return on assets for ventures with 
less than 5 years of operation is relatively greater (2.354013) and gets smaller for ventures 
with longer operation. A reasonable answer is that ventures with longer operation have a 
more stable business and return on assets. The same scenario is found for gross profit 
margin in table 18. For sales to total assets ratio, ventutes with less than 5 years of 
operation have a greater mean and a greater standard deviation. 
From the figures above, the length of operation of the venture has a significant 
effect to the profitability of the venture at 0.1 level. The hypothesis H4 is rejected. 
Foreign joint ventures in open cities, SEZ or E T D Z with different lengths of operation 
have different financial performance. Return on asset is negative for the first 5 years 
since the ventures need to build up their market presence and channels. The ventures 
start to get positive retum on asset for the period from 6 to 10 years of operation since the 
ventures have already established their business in the market and enjoy the tax holiday or 
special tax arrangement during its profitable years. After 10 years of operation, the 
4 1 
ventures have no more special tax arrangement and have a little drop on profit. The same 
scenario is found for the figures on gross profit margin. 
A b b r e v i a t i o n ： T P M ： T o t a l P r o f i t M a r g i n 、 
Table 21: Summary Table of Means for T P M and Duration of Venture (DURATION) 
N = 1 1 8 (No m i s s i n g d a t a i n d e p . v a r . l i s t ) 
D U R A T I O N T P M T P M T P M 
M e a n s N S t d . D e v . 
…,.x""'<=i5 —. ….‘-T"ooT5^i —.——'19 nTreTs" 
15 < X < = 30 - . 5 5 0 4 5 6 15 1 . 5 4 2 3 0 6 
X > 30 . 0 8 4 6 6 7 12 . 1 7 2 6 8 8 
A l l G r o u p s - . 1 5 9 3 0 2 46 . 9 3 5 9 7 3 
Table 22: Analysis ofVariance for T P M and Duration ofVenture (DURATION) 
M a r k e d e f f e c t s a r e s i g n i f i c a n t a t p < . 1 0 0 0 0 
� d f M S d f M S F p - l e v e l 
E f f e c t E r r o r E r r o r 
""fATO 2 1 . 7 3 2 0 5 2 ™ ~ 4 ^ 7 8 3 6 2 3 l 2 . 0 7 1 2 6 1 •‘ . 1 3 8 4 1 9 
I ‘ 
In Table 21, we can see that ventures with shorter duration have a smaller mean of 
total profit margin than ventures with duration of more than 30 years. The standard 
deviation of total profit margin for ventures with shorter duration is comparatively larger 
than ventures with more than 30 years. 
With regards to the relationship between duration of joint venture contract and 
total profit margin, we find that the result is not significant at 0.1 level. However, the 
figure is quite close to the critical value. The mean total profit margin of ventures with 
duration larger than thirty years is relatively better than those with shorter duration. That 
4 2 
is, successful joint ventures tend to have a long duration of contract and it shows the 




C H A P T E R VI 
C O N C L U S I O N S 
Findin,gs 
The study provides a first time analysis on how the type of Chinese partner in 
joint ventures has an influence on the profitability ofjoint ventures. It differs from other 
studies that mainly focus on the countries where the foreign partners come from and 
whether it has effect to the financial performance of thejoint venture. By focusing on the 
type of Chinese partner, we notice that a joint venture partnership with a government 
authority has a enormous help on the future financial performance of the joint venture. It 
is likely that the government authority has helped its joint venture company more easily 
to have necessary financial or management assistance in its business operation. The 
• » 
profitability of the joint venture get significantly improved by the help of the Chinese 
partner. Partner selection is an important step for a foreign investors to invest in the 
country. 
Li the next analysis, we find that the duration of joint venture contract shows a 
commitment to both Chinese and foreign parties. This helps both parties to have a more 
mutual belief in each other in management, operation and business decisions. This also 
shows that trust is important to the success of a joint venture although there is a cultural 
and political difference between the Chinese and foreign parties. The mutual belief indeed 
allow a better relationship of both parties and avoid the suspicion due to the difference in 
management decisions. 
4 4 
Another findings is that a capital-intensive joint venture is more profitable than a 
labour-intensive joint venture. This may due to the fact that the labour cost in China is 
increasing faster than the cost of material and machinery. Besides, a capital-intensive 
joint venture company may earn tax reduction in the early years since the government 
would give more incentives for those joint ventures who invest heavily in the country, 
especially for those high investment projects and business like raw material industry, 
telecommunication and infrastructure type ofbusiness. 
Although the results find in the study gives some insights to the factors affecting 
the financial performance of joint ventures in China. There are still many other factors 
like socio-cultural distance, management style, and other qualitative factors that cannot be 
measured or quantified in financial reports or written documents. Besides, the theoretical 
f f 
development in financial performance of international joint venture is largely rudimentary 
and the previous studies usually suffer from a lack of empirical and quantified data. One 
of the limitation of this study is that the sample size of the ventures is not large enough to 
avoid errors due to small sampling size. Another difficulties in measuring the financial 
performance of joint ventures is that the dynamic changes in China's political and 
economic conditions affects the joint ventures' financial results. This produced a mixed 
findings on performance outcomes in previous studies. A large sample of financial data 
from recognised authority for a longer period of time with more detailed financial figures 
can help to improve the accuracy and comprehensiveness of the findings. The effects of 
partner commitment can be strengthened by studying other measures of commitment. A 
more fruitful findings can be achieved by interviewing the joint venture management and 
getting their concerns and the criteria they use to find the right business partner. 
4 5 
Implication to Foreign Investors 
Li conclusion, choosing the right partner is very crucial to the success of the joint 
venture. Foreign investors should be very careful in selecting the right industries that fits 
their technical know-how, .management skill, and capacity in additional to getting the 
right partner. The reputation, financial background and also the guanxi or valuable 
connections that the Chinese partner have are crucial in selecting the right partner for the 
success of the venture. Li order to enjoy the government and regulatory preferable tax 
treatments and other incentives, high technology or capital intensive projects or industries 
like telecommunication or infrastructure building are more preferable. The duration of the 
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